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WHY EXPLORE ATTITUDES 
Educational Impact and Attitude Change 


Research on economic attitudes was conducted at 
Georgia State College of Business Administration 
in 1952 and 1957 as one phase of an investigation 
intended to reveal what was being accomplished 
in the first course in economics taught to college 
students, i.e., the course typically given to sopho- 
mores. That changes in student attitudes be used as 
a yardstick to gauge the educational effects of col- 
lege courses is a notion highly disturbing to many 
professors. ‘Attitudes arise from numerous 
springs within the human personality, one of them 
being religious and ethical views,” they say, “and 
these are the private affairs of each individual. 
Moreover, inquiry into attitudes presupposes that 
someone knows what a correct set of views might 
be for a given set of issues, and this is not so.” Un- 
deniably, objections of this kind have merit, but they 
are not conclusive. 

Economics professors cannot excuse themselves 
from the field of attitudes because human behavior, 
something they are obliged to alter, is much affected 
by them. (According to educational psychologists, 
attitudes and behavior are almost “two sides of the 
same coin.’”) Like it or not, certain phases of stu- 
dent behavior must be of concern to professors (a 
point for later development). Teachers of various 
college subjects who have recognized a_ respon- 
sibility to affect attitudes (behavior) toward some 
“better” position and have tried to find out what 


*Dr. Knight is Director of the Bureau of Business and Economic Re- 
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This article is a condensation of Research Paper No. 3, Probing Into 
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attitude changes they were bringing about (usually 
they discover but small change!) frequently have 
found themselves facing an embarrassing question: 
How effective are they as educators? 

But do teachers have an obligation to alter be- 
havior? John Dewey, a famous thinker on education 
is reported to have put the matter bluntly, “If you 
have not changed behavior, you have not educated.” 
This severe dictum of when education has occurred 
should not be taken lightly, for it is a criterium 
accepted widely by modern thinkers on education. 
A professor may reject Dewey’s statement, finding 
legitimate exceptions to it; but, if he disclaims re- 
sponsibility for influencing toward some “better” 
position the behavior (attitudes) of students, he is 
apt to render himself a useless figure in the eyes 
of the general public. 


Making “Better Citizens” 


Actually economics professors ave concerned with 
the behavior of their students, and they do try to 
improve it by making them “better citizens” — a 
goal widely held by college economics departments 
throughout the land. Frequently, too, the goal “‘gen- 
erating better leadership for society” is mentioned, 
and this also implies changing behavior patterns. 
No doubt some faculty members would reject these 
objectives, denying that they had any responsibility 
for the improvement of society. Some would claim 
that it is their job as academic people only to push 
out the frontiers of knowledge and help expand 
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man’s grasp of his universe, regardless of whether 
any practical value for individuals or society might 
be derived from his effort. Such an attitude befits 
basie research, but it would surely not be typical 
of college teachers generally. Indeed, in seeking 
additional financial support for institutions of 
higher learning it is the common practice of teach- 
ers to stress how essential they are to the welfare 
of society in their role in developing “better citi- 
zens” and “good leaders.” In short, when college 
professors accept the goals of developing better citi- 
zens and leaders they have assumed an obligation to 
affect behavior. 

Exceptions Considered 

Valid exceptions to the above line of argument can 
be raised. For example, there is the case of the pre- 
college student who may hold some views which 
are the same as those held by individuals trained in 
economics analysis. In this case college economics 
courses could not be expected to improve the stu- 
dent’s attitude although, as numerous professors 
would add, they might improve his reasoning proc- 
esses. It must be admitted that there are some well- 
informed precollege students, but surely their num- 
ber is too small to alter significantly the general 
proposition that to train “better citizens” the eco- 
nomics professor must alter phases of students’ be- 
havior. 

Many teachers would say, “Let us concentrate 
on improving students’ reasoning processes; their 
attitudes toward economic issues will be affected for 
the better as a secondary reaction.” This is prob- 
ably the implicit viewpoint today of most professors 
regarding their responsibility to alter attitudes. 
From a logical viewpoint it may be a splendid posi- 
tion, but it leads to complacency and, for this and 
other reasons, should be challenged. Specifically, 
what evidence is there that attitudes are being ap- 
preciably affected by the indirect route followed? 
Moreover, if the available evidence indicates, as it 
seems to, that students’ views are typically affected 
only to a moderate or small degree by the sophomore 
economics series, what reason is there to believe that 
their reasoning processes are being appreciably im- 
proved? 

Another exception to the argument that economics 
professors have a responsibility for improving stu- 
dent behavior (attitudes) is this proposition: Anti- 
social (wrong) behavior is often the result of the 
“sinful” human will, that is, a tendency to do evil 
even though the individual knows what is the right 
course to follow. There is validity to the argument, 
and, to the extent that the will to do wrong is re- 
sponsible, the economics professor can be excused 
for the subsequent behavior of his students. But to 
state the case does not win the argument. The basic 
question is how much “wrong” behavior is due to 
the sinful human will and how much to ignorance. 
' The very existence of hundreds of college economics 
departments, founded to broadcast knowledge, is 
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testimony to a belief that the human will is not the 
central obstacle. To the extent that poor behavior 
is the result of the failure of the economics professor 
to reach students’ minds, the professor is at fault 
to some extent for any subsequent “wrong”’ activities 
students may do in the realm of economic behavior. 

“Defensive” Value in Knowing Students’ 

Attitudes 

Whatever the final verdict of wisdom may be re- 
garding the college teacher’s obligation to affect 
behavior, there is a distinctly practical value for 
economics professors to be gained from knowing 
students’ attitudes before and after taking their 
courses. Often college teachers are blamed for the 
“radical” or “peculiar” views held by their students ; 
it is assumed that faculty members must have been 
the ones who planted these views in their minds. 
College administrators are typically at a loss in cop- 
ing with such charges, one reason being that they 
do not know where the “radical” views really did 
originate. How much better it would be if adminis- 
trators and teachers both knew students’ views be- 
fore and after taking the economics courses. (Stu- 
dents apparently become more “conservative,” not 
“liberal,” in their economic views after taking the 
sophomore series at Georgia State College, but it is 
not clear why this is so.) 

SEARCHING FOR UNDERLYING FACTORS 
What Impact from Sophomore Economics? 

In 1952 and 1957, surveys were conducted at Geor- 
gia State College in the endeavor to uncover factors 
affecting college students’ attitudes toward various 
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economic issues. It was especially desired to find 
out if the sophomore economics courses were caus- 
ing lasting shifts in students’ viewpoints. In addi- 
tion, eleven other factors were examined to see if 
they were associated with significant variations in 
attitudes, and these factors were: 

Level in college 

Average grade for college courses completed 

Grades received in sophomore economics 

Employment status 

Nature of employment 

Marital status 

Sex of student 

Age of student 

Major field of study 

When enrolled (day or evening program) 

Score on economics exam 

The wording of the nine issues presented to the 

students, as well as the 1952 reaction patterns of 
“beginning” and “advanced”! students, are shown 
in Table 1. Statistical tests revealed that, in the case 
of the 1952 survey, in only two of the nine cases 
(proposals 3 and 6) were there significant differ- 
ences in the proportions “for” and “against” as be- 


1. ‘Beginning’ students were those attending their first day of class 
in sophemore economics. ‘‘Advanced”’ students were those in junior level 
courses in the School of Business Administration, all of whom had had the 
sophomore economics series at some time in the past. 


Table 1. 
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tween beginners and advanced students.* A prob- 
ably significant difference existed in the ratio “for” 
on proposal 9. One cannot be sure that in these three 
cases the differences in attitudes occurred because 
one group had taken the sophomore economics 
course (this will be developed later), for other fac- 
tors, especially the level in college, seem to have 
been more closely associated with the altered views. 

In the Fall term of 1957 beginning and advanced 
students were again surveyed to find out if patterns 
of response had remained similar to those expressed 
five years earlier. The issues presented were iden- 
tical with those utilized before except that the ‘“ex- 
tension of rent control’ proposal was dropped be- 
cause it was no longer applicable. 

The 1957 survey revealed that the patterns of re- 
sponse were nearly the same as in 1952. Again a 
significant difference between advanced and begin- 
ning students was revealed in the proportions “for” 
and “against” for proposals 3 and 6, questions deal- 
ing with raising minimum wage rates and with com- 
poueny retirement at age 60. Moreover, the pos- 


2. Throughout this research report, a significant difference means a 
Statistical test result at the .05 level. 

Beginners were clearly more uncertain as to their position on various 
issues than were advanced students. In seven out of nine issues in the 
1952 study and in all cases in the 1957 study, a larger proportion of be- 
ginners listed themselves as ‘‘undecided’’ than did advanced students 


A Comparison of the Attitudes of Advanced and Beginning Students in Economics Regarding 


Nine Economic Issues, September, 1952. 





Issues 





i. The extension for another year of federal rent control established in 1942 and 


modified but slightly to date. 
Advanced students 
Beginning students 


nt 


their fish on the U. S. markets. 
Advanced students 
Beginning students 


Raising the tariff on tuna fish so as to prevent Japanese fishermen from selling 


3. Raising the minimum wage law stipulations from 75¢ to $1. 25 per hour. 


Advanced students 
Beginning students 


1. Guaranteed minimum prices (financed from. the U. S. Treasury) ‘for producers of 


cotton, eggs, white potatoes, and peanuts. 
Advanced students 
Beginning students 


* The right of any employer to hire or not hire a labor union member as he sees fit. 


Advanced students 
Beginning students 


¢. A law compelling every workman to retire from his job at age 60 with a federal 


pension of $200 per month to begin at the moment of his retirement. 


Advanced students 
Beginning students 


inl 


Advanced students 
Beginning students 


Federal regulations preventing the firing of workers because they desire to organ- 
ize labor unions and bargain collectively with their —. 


8. The substitution of a seven per cent sales tax for the enlotiog: federal person] 


income tax. 
Advanced students 
Beginning students 


9, Regulations whereby, during periods of rapidly rising prices, it would be made 
difficult for a consumer to secure installment credit for the purchase of autos and 


appliances. 
Advanced students 
Beginning students 


For Against Undecided 
To %o %o 
61 27 11 
72 16 12 
13 64 23 

9 54 37 
23 66 11 
44 38 18 
37 42 21 
47 34 18 
76 16 8 
67 16 17 
16 65 18 
29 54 17 
42 52 6 
44 36 20 

=—_ 26 50 24 
19 51 29 
54 35 12 
42 33 25 





Source: Survey, Georgia State College. 
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sibility of a significant difference in the ratio “for” 
on proposal 9 in the 1952 survey was verified and 
reinforced in 1957, since a substantial difference 
was revealed at the later date on this question. 


In 1957, however, one shift in attitudes as between 
beginning and advanced students did occur, and this 
developed regarding the proposal that there be guar- 
anteed minimum prices for farm products. Whereas 
in 1952 the attitudes of the two groups were roughly 
the same, in 1957 advanced students were signif- 
icantly less inclined to favor such guarantees. 

On the other issues, attitudes did not remain at a 
static point over the five year interval. In 1957 
both beginning and advanced students favored in 
larger ratios the following proposals: higher tariffs, 
higher minimum wage rates, and job security for 
workers engaged in union activity. Also, the pro- 
portions of “undecided” students were, with rare 
exception, lower in 1957 than in 1952 for both 
groups. 

In comparing the 1952 and 1957 surveys, an im- 
portant point revealed was the stability in response 
patterns as between beginning and advanced stu- 
dents. The fact that these patterns did not jump 
around whimsically over the five year interval 
seems to suggest that insights into attitudes gained 
at one date have an enduring value. 

Results of the Analysis 


Of the dozen factors tested for their association 
with attitude changes, several appeared as signif- 
icant time and again. The picture is given in a nut- 
shell in Table 2, which shows the degrees of sig- 
nificance for factors found to be differentiating 
ones. 

An interpretative summary of the analysis in- 
cludes these salient points: 

1. The level in college—a highly important factor 

Out of nine issues, the factor “level in college” 
pointed up significant differences in attitudes in six 
cases, and for one additional issue a possibly sig- 
nificant one — a high “batting average” indeed! 
How did the attitudes of upperclassmen differ from 
those of underclassmen? Juniors and seniors were 
found to be more pro-management on the labor 
union issues and to be more opposed than freshmen 
and sophomores to the idea of government’s inter- 
vening to change the market price of house rentals, 
or farm products, or of unskilled labor rates. In 
other words they were more “conservative” than 
underclassmen. (This trend is in distinct contrast to 
some allegations that colleges make students “radi- 
cal’’!) 

To what extent was the conservative trend due to 
the fact that all students tested were in the School 
of Business Administration? Research in other 
schools will have to be undertaken to answer the 
question. Was the conservative trend due to the 


courses taken, or to an inclination on the student’s 
part to identify himself with management as he 
nears graduation? Was part of the trend due to 


the fact that poor students tend to drop out of school 
at the freshmen and sophomore levels? This study 
revealed no answers to the two questions just posed, 
but it is admitted that they should be explored. 


2. Score on the economics exam—a highly 
important factor 


This factor, too, appeared very frequently (in six 
cases out of nine) as a point of significant differ- 
ence. How do students with higher scores differ 
in their attitudes from those with lower ones? 
Briefly, the better students are more inclined to be 
“free enterprisers”; on the other hand, lower score 
students tend to be in favor of government inter- 
vention to alter market prices, to limit personal free- 
dom in the labor market, and to provide security in 
old age. Specifically, higher scoring students, when 
compared with the others, were less inclined toward 
rent control, agricultural price supports, and com- 
pulsory retirement (on a Federal pension); they 
were more inclined toward restricting consumer 
credit in an inflationary period and toward substi- 
tuting a sales tax for the income tax, and were 
more pro-management on issues involving labor 
unions. 

Two possible explanations come to mind for this 
difference in viewpoints. One is that it may reflect 
their self-interest positions. Maybe the brighter stu- 
dents are generally succeeding in “free enterprise” 
situations and therefore (although they may not 
be consciously aware of the reasoning process) want 
to preserve and expand that kind of economy. Con- 
versely, it may be that the lower scoring students 
aren’t getting ahead very fast and want more pa- 
ternal government action in their behalf. 

Another possible explanation of the attitudes of 
the better students may be that they have developed 
an appreciation of and a sympathy for the phil- 
osophy underlying a free-market economy, apart 
from any degree of personal success they may have 
achieved in the competitive world to date. 

3. Completion of Sophomore economics—a factor 

of moderate importance 

In three cases (four in 1957) out of nine, those 
who had completed the sophomore series had a 
significantly different pattern of reaction from that 
of the beginners. In some instances it is quite plau- 
sible to believe that the economics courses caused 
the change, but in some others it is not so clear that 
this was the case. By and large, however, the direc- 
tion of attitude change taking place in the advanced 
group is in a direction toward which standard eco- 
nomic teaching leads; this is true, for example, in 
the fact that a larger ratio of advanced students is 
for consumer credit control in inflationary periods. 
Nevertheless, there is a vagueness about some issues 
which makes a research worker wonder whether 
some of the shift in views might be a part of a gen- 
eral maturing process. 
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Table 2. Factors Significantly Affecting Attitudes* of Georgia State College Students Toward Selected 
Economic Issues, September 1952 


numbers indicate 


(The decimal 


Factors statistically 


levels of statistical significance; dash marks mean insignificant differences.) 


tested for significant differences) 


se 2 Y, 
~ - i) -_ 
eb = = E 
ne = = £ 4 
a a ae Ly, <= & x 
GL ian w .@ oOo t at 
Issues by groups be = 2 os =e i S 5 
—) — cS es = — & 
v a) es oS be x be _ 
- cs v — Ss = 3 = L a 
= a. ~ & - = 
- i = ® -_ = a 
_ ch T a. . ys = 2 pa “ 
~ .& e = = & a = ‘= w ~ 
@ > = e¢ i Eo & 4 bE y 
= sa... ~ & Co Mi IY =. T “ T. 
I. Social action altering free market decisisns. 
1. Extension of rent control for anothe: 
year 04 OU 05 
2. Raising the tariff on tuna fish (b) 02 
3. Raising minimum wages from $.75 to 
to $1.25 per hr. 001 QO] 
1. Guaranteed price supports for farm 
products 08 Uo 0 02 001 02 
Il. Limiting individual action in the laor 
market 
5. Right of employer to hire cr not h're : 
union member 03 O01 
6. Compulsory retirement at 60 on a $206 
mo. rederal pension 001 OY Q2 O91 
7. Prevent firing of workmen for unior 
activity .02 Oi 05 01 (b) 
Ill. Taxation principles and procedure 
8. 7‘. federal sales tax to replace personal 
income tax sis 005 0) OY 03 
IV. Regulation of credit 
9. Restrict consumer credit in inflation 
period .001 04 02 03 
*Students expressed themselves either for, or against, or undecided on each of the issue d in the ) table. Sta cal test ere applied 
to reveal whether there were significantly different patterns of response associated with the various factors listed acr the top of the table 
a) In addition to the factors presented here, three others were included in the analysis: da r ‘ evening program, 1 ire of studen em- 
ployment, and student’s major field of study. For none of the nine issues covered was there a significant ¢ nc petween the p erns of attitudes of 
day versus evening student However, both the nature of the student’s employment and his mayor ficld of stud eemed to be associated with ude 
difference but definitive statistical treatment hindered by the small numbers in each bgroup 
only in the proportion ‘‘undecided apparent differences existing In one or both of the rati for’ and “‘against 


) Significant differenc 


Source of basic data: Survey conducted September 1952 


Attitude inguiries at other universities have re- 
vealed results similar to the ones reported here; to be 
specific, course instruction did not bring about 
marked shifts in viewpoints on economic questions 
emong Iowa and Tennessee teacher-participants in 
summer economic workshops either. (Discussed 
more fully in the Research Paper on which this 
article is based.) 

4. Some evidence of self-interest asserting itself 

The research results lend some support to the 
proposition that an individual’s self-interest bears 
importantly on his attitude toward economic issues. 
Pointing in this direction were these relationships: 
students without employment (who probably live 
with parents) tended to oppose extending rent con- 
trol; beginners were strongly influenced in views 
on tariffs according to the local importance to pro- 
ducers of the commodity affected; the strong sen- 


timent against raising minimum wages expressed 
by advanced and bright students generally might 
exist because they already earn much the 
minimum and are headed for management positions; 
married people (who must pay out heavily for gro- 
ceries for their families) were inclined to oppose 
agricultural price supports; the tendency of bright 
students and upperclassmen to be pro-management 
on issues involving labor unions may arise from 
their own progress toward supervisory positions; 
there was a marked tendency of employed persons 
to desire a shift from the personal income tax to a 
sales tax system, whereas those without jobs (pay- 
ing no income tax) were strongly for the continu- 
ance of the income tax. Moreover, as was discussed 
sarlier, the tendency of good students to be “free 
enterprisers” and of poorer students to favor gov- 
ernment intervention in economic life may simply 
reflect the fact that one group finds it can do well 
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in a free, competitive society and the other finds it 
cannot. 

However, there are other instances —- admittedly 
fewer — where self-interest seems not to have been 
the dominating factor behind attitudes, e.g., the 
tendency of students with higher all-college aver- 
ages to favor retention of the personal income tax 
and to preserve the Wagner Act. 

5. Difficult to pin a label (“conservative” or 

“liberal”) on the college student 

It was noted earlier that a ‘‘conservative” tinge 
Was apparent among upperclassmen as well as 
among students achieving high scores on the econom- 
ics exam. However, even these groups were sur- 
prisingly “liberal’’ on some issues; tor example, 
about 6U per cent of both the upperclassmen and 
the high scoring students were tor the continued 
intervention of government in the rental housing 
market to hold rents down. (Landlords have few 
friends, it seems!). Moreover, they exhibited no 
marked inclination to a shift from the personal in- 
come tax (which many “conservatives” regard as a 
confiscatory, unjust tax) to a sales tax. Perhaps 
these students will become more “conservative” on 
the tax question as their incomes rise over time and 
the burden of the income tax becomes more onerous. 

The other groups, underclassmen and lower grade 
students, were generally in favor of government 
intervention in markets, yet on the tariff issue they 
wanted a “hands off” policy — let the Japanese tuna 
come in! (This may be consistent with “liberal” 
views, but it reflects an inconsistent attitude about 
the role of government in the market place; it may 
also reflect an anti-business bias.) But it was on 
questions pertaining to labor unions where both 
groups deserted the “liberal” banner; for example, 
less than half of them were in favor of retaining a 
basic pillar of the Wagner Act. 

Neither beginning nor advanced students appear 
to form their economic policy decisions from some 
generalized economic philosophy, but rather on an 
issue-by-issue basis. As a case in point, in regard 
to government intervention in the product and labor 
markets, they seem to have no guiding policy to 
follow. (Likewise, Iowa teacher-participants in ec- 
onomic workshops were reported as apparently 
lacking in a “generalized value position” on which 
to base attitudes toward specific issues; see the full 
Research Paper for more details.) 


6. An absence of a common viewpoint 

Except on the question of raising the tariff on 
tuna fish, there was a marked division of opinion 
among students on all issues, and when the tariff 
question applied to cotton textiles, attitudes varied 
widely too. The sophomore economics courses ap- 
parently did not narrow the gap in viewpoints sig- 
nificantly. Therefore, it does not appear that people 
given an opportunity to become “informed” on eco- 
nomic matters (that is, taking two terms of eco- 
nomics) develop uniform views. Was it not the hope 
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of Thomas Jefferson that through education the in- 
dividuals in a democratic society would acquire a 
common viewpoint and that these views would be 
“sound” ones? Apparently, in matters of economic 
policy this goal is still far off, and it may be par- 
tially the fault of educators for failing to do a more 
effective job. 

7. Economic views formed substantially from 

subconscious elements in the mind? 

One is tempted to suspect, on the basis of this and 
other attitude inquiries, that individuals are not 
aware of the real reasons why they hold the eco- 
nomic views they do, for the basic wellsprings of 
their attitudes may lie at the subsconscious level of 
the mind, as Freud held, being derived perhaps of 
primitive biases and impressions received at an 
early age. If true, this discovery would not be a new 
thing because psychologists have long recognized it 
in connection with attitudes on other subjects. Col- 
lege economics professors, however, probably un- 
derestimate the significance of this psychological 
insight as it relates to the educational process. 
ANALYZING REASONS GIVEN BY STUDENTS 

FOR THEIR ATTITUDES 

In a second phase of the attitude testing program, 
beginning and advanced students were confronted 
with several economic issues and were asked to ex- 
press their views as well as the reasons underlying 
them. The object was to probe more deeply into the 
minds of advanced and beginning students. (It is 
recognized that such expressions are of strictly 
limited value because, to the extent that attitudes 
are formed at a subconscious level, students cannot 
put down the real reasons for what they believe. 
Nevertheless there is value to the teacher in know- 
ing the foundation for students’ views as they con- 
sciously understand them.) Following next are di- 
gests of reasons given by students for their views 
on two issues for which a markedly different pat- 
tern of reactions as between the groups consistently 
appeared. 

Concerning Raising Minimum Wage Rates 

In both the 1952 and 1957 surveys, a significant- 
ly lower proportion of advanced students was in 
favor of boosting the legal minimum wage rate than 
was the case for beginners. In an endeavor to find 
out underlying thoughts behind their positions, 
sample groups were asked to state their reasons as 
a part of the 1957 survey. There was a particular 
desire to see if advanced students would mention 
concepts and phraseology presented in sophomore 
economics; the issue itself concerned the market 
price of a factor of production—a subject receiving 
considerable attention in the series.* 

The analysis revealed a distinct difference in the 
conscious thinking processes as between advanced 
and beginning students. An examination of the rea- 





3. The texts used in both 1952 and 1957 emphasized the indeterminate 
area in the wage market arising from imperfections in the demand and 
supply elements. Both texts explained that unemployment may (or may 
not, depending on conditions) result from an arbitrary wage boost forced 
on employers. 
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sons given indicates a probability that the attitudes 
of the advanced students were influenced by the 
sophomore series; they did not use the language of 
technical economics, but the earmarks of the analy- 
sis are evident. Advanced students were distinctly 
concerned about the relationship of wages to pro- 
ductivity, the consequences of high wages on small- 
scale employers particularly, and the possibility of 
a general inflationary effect. Beginning students, 
on the other hand, ignored these questions; they gen- 
erally approached the matter in a “humanitarian” 


Table 3. A Compilation and Comparison of the Re- 
actions of Advanced and Beginning Stu- 
dents in Regard to Higher Legal Minimum 
Wage Rates, September 1957 
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Number 


Responses to question: “Should the 
of Responses* 


legal hourly minimum wage rate be 


raised from $1.00 to $1.35?” Beginning Advanced 





For the proposal because: 

A. Help low income people achieve 
a higher standard of living; off- 
set inflation 

B. All will benefit; higher demand 
will bring more production and 
profits 3 = 

C. Skills are generally great enough 
to warrant more than current 


minimum 1 = 
Against the idea because: 

A. Low wage people now not worth 

more than current minimum (low 

education; low skill) — 6 
B. Small businessmen (and some 

others) can’t pay more 2 6 
C. Would set off a wage price infla- 

tion spiral 6 10 
D. Would destroy a desirable wage 

spread between workers 1 1 
E. Would cause unemployment; use 

of more machinery 1 -— 
F. Counting fringe benefits, wages 

are now high enough — 2 





*In the groups surveyed there were 21 advanced and 31 beginning stu- 
dents. Source: Survey, Georgia State College. 


vein—i.e., lower income people need more income 
and they should get higher wage rates. (See Table 
3 for a comparison of the reasons given by the two 
groups.) 
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In summary, whereas the shift in viewpoints can- 
not be traced directiy to the sophomore economics 
courses, the sorts of questions raised by the ad- 
vanced students suggest that the series had some in- 
fluence on their minds. 

Concerning Compulsory Retirement at 60 on 

Federal Pension 

A significantly larger ratio of beginners was for 
this proposal than was the case for advanced stu- 
dents in both 1952 and 1957. The teacher cannot 
help but wonder why the cleavage in viewpoints 
developed in this case since it is not a topic treated 
in the sophomore economics courses (nor in any 
others in the college curriculum, to this writer’s 
knowledge. ) 

How did the reasons given for positions taken 
compare as between advanced and beginning stu- 
dents? The answers given were about the same. 
That is, students who opposed the proposal, wheth- 
er advanced or beginners, tended to give one or 
more of the following reasons: many workers over 
60 possess splendid skill and experience which soci- 
ety should not lose by compulsory retirement; don’t 
interfere with the fundamental right of a person to 
work if he wants to; government costs would be too 
high as a result of the pension program. On the 
other hand, those in favor of the idea (whether ad- 
vanced or beginners) had three favorite arguments: 
People at 60 should be relieved of their jobs and be 
aided financially so as to enjoy later years; they 
should be retired to make way for younger workers’ 
advancement; they lose their job ability and become 
safety hazards. 

Why was it that, although both groups advanced 
the same sorts of arguments, a markedly larger 
ratio of advanced students than of beginners was 
against the compulsory retirement idea? As stated 
above, nothing in the college course program per- 
tains to the proposal directly, yet a shift in attitudes 
had occurred. One suspects that some sort of ‘‘ma- 
turing” process takes place as the student pro- 
gresses through college—a process, the outlines of 
which are little understood. Consequently, the shifts 
in attitudes one is tempted to attribute to specific 


courses may not in fact arise from them at all! 
[End] 
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JANUARY 1958 
ATLANTA AREA ECONOMIC INDICATORS 
ITEM January December % January % 
. 1958 1957 Change 1957 Change 
EMPLOYMENT 
Job Insurance (Unemployment) 

Payments Pe ee " $684,409 $485,331 + 41.0 $396,333 +72.7 
Job Insurance Claimants+ ______ 10,7287 7,6377 + 40.5 5,6667 + 89.3 
Total Non-Ag. Employment _-_-_- 341,500 351,700r —2.9 344,850r —1.0 
Manufacturing Employment _____ 82,050 83,950r —2.3 88,650r —7.5 
Average Weekly Earnings, 

Factory Workers ____________ $74.87 $78.38r —4.5 $74.59r +0.4 
Average Weekly Hours, 

Factory Workers. ............ a9:2 40.4r —3.0 40.1r —2.2 
Number Help Wanted Ads ___-__- 7 ee 5,772 +27.1 10,274 —28.6 

CONSTRUCTION 
Number of Building Permits$ ___ 668 393 +70.0 730 —8.5 
Value Building Permits§ ________ $8,422,027 $6,894,891 + 22.1 $4,441,940 + 89.6 
NIE Sica date etetnictiedn Gwenn eam 17,750 18,900r —6.1 16,250r ge 
FINANCIAL 
Bank Debits (Millions) bedi, $1,727.0 $1,769.1 —2.4 $1,589.2 + 8.6 
Bank Deposits (Millions) 
(Last Wednesday) _________- $1,094.0 $1,147.0 —4.6 $1,061.9 + 3.0 
FOSTALS 
Patel Recsigts ............... $1,413,848 $1,478,515 ai $1,401,121 +1.0 
Poundage 2nd Class Mail _______ 1,228,753 1,105,057 a i ws 1,020,860 + 20.4 
OTHER 
Department Store Sales Index 

(Adjusted 1947-49=100) ____. 145 156 —7.1 150 —3.3 
Retail Food Price Index 

(1947-47 =1700) ~.=.--2...=- 116.2 113.6 a ATL +4.5 
Number of Telephones in Service _ 308,469 301,080 +20 291,369 oe 

r—Revised Average month **End of period '—Based on retaii dollar amounts 

§City of Atlanta only N. A.—N vail & Data from in of the Federal Reserve System onl 
New serie Cover nempioved federal emnlovee and unemployed veterans in t hose covered by Georgia law. Claimants include 
both the unemployed and those with job attachment t hort hour 

Source All data on employment yment, hours, and earnin Employment Sec1 ency Georgia Department of Labor; 

Numbe Help Wan ed Ad Newspaper ; Builtirg rmi i: Office e Building Inspector, Atlanta, Georgia; 
Financial data: Boarc f I Federal Reserve System: Postal Atlan E Office; Retail Food Price Index: U. 8S. 
Department of IL Department Store Sales Index: Feder] Reserve Bank of Atla id Board Governors, Federal Reserve 
Ss em; Telepl € i Service Southern Bell Telephone and Telegraph pany 
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BUSINESS ACTIVITY 


Substantial drops in employment and a sharp rise 
in unemployment highlight the picture of the At- 
lanta economy in January and February. Employ- 
ment data for January, which has just been released, 
reveals that employment dropped in every major 
nonagricultural segment of industry in Atlanta in 
January 1958. Atlanta is an automotive assembly 
center and home of the huge Georgia Division of 
Lockheed Aircraft Corporation. Thus, two important 
factors which developed during 1957, namely, an im- 
portant downward drift in consumer inclination to- 
ward buying new automobiles, combined with the 
shift toward missiles and away from manned air- 
craft, have combined to depress the Atlanta econ- 
omy. 

Total nonagricultural employment, which in the 
latest report of the Employment Security Agency 
of the Georgia Department of Labor stood at 341,- 
500 for January 1958, was down 1.0 per cent from 
January last year. The low point of 1957 was reach- 
ed in February, when total employment stood at 
340,850. During the year the monthly totals moved 
up and down narrowly, ending the year on a two 
month rise which took the total to its high for the 
year at 348,250 in December. 

Manufacturing employment took a 2.3 per cent 
drop in January 1958 to continue the downtrend 
started in November 1956. Since that time the 
monthly figures have shown an increase in only 
three out of fourteen months. Actually, manufac- 
turing employment in Atlanta reached a peak at 
91,000 in October 1955 and then fell in 18 of the 27 
months which followed, so that the 82,050 employed 
in January 1958 is down 9.8 per cent from the high 
of 1955. The drop since November 1956, when a four 
month period of increase ended, is 9.6 per cent or 
8,750 employees. 

Average weekly earnings of factory workers 
dropped for the second consecutive month in Jan- 
uary. At $74.87 per week, the average factory 
worker took home 4.5 per cent less in January than 
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in December, but a small four tenths of one per 
cent less in January of the vear before. The reduc- 
tion in pay was primarily due to less overtime. 
Average weekly hours worked by production work- 
ers, at 39.2 hours for January, was down three per 
cent from December and 2.2 per cent from January 
1957. 

Construction employment, which usually falls 
during the fall and winter months, dropped 6.1 per 
cent between December and January in what ap- 
pears to be slightly greater than se2sonal reduction, 
but the total number employed is still 9.2 per cent 
above January of 1957. 

While the reduction in employment from De- 
cember to January was general throughout nearly 
every minor segment of Atlanta industry as well as 
the major segments, most of the loss since January 
1957 has occurred in manufacturing, and roughly 
85 per cent of the total decline in manufacturing 
employment has been in durable goods industries, 
with transportation equipment the heaviest loser. 

These cutbacks in employment have resulted in 
the largest total of jobless workers the city has ex- 
perienced in some time. Unemployment in the month 
of January was estimated at 18,300. While this is 
only 4.5 per cent of the total labor force, it is an un- 
comfortably large body of wage earners out of work, 
and has resulted in sharp rises in the number of 
claimants fer unemployment insurance benefits and 
a correspondingly sharp rise in henefits paid out to 
insured workers. Both the amount paid out and the 
number of claimants move erratically up and down 
from month to month, but the trend of both series 
has been upward since late in 1955 and the current 
upward surge seems to be an acceleration of that 
movement. Likewise the seasonally adjusted series 
of help wanted ads appearing in Atlanta newspapers 
began to level off in 1956 and then fell sharply dur- 
ing all of 1957 except for minor fluctuations. By the 
end of February the number of ads seeking workers 
placed with Atlanta newspapers had fallen, after 

(Continued on pave 16) 
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ECONOMIC GROWTH AND THE BURDEN OF THE 
CORPORATE INCOME TAX 


Don M. Soule* 


Who Really Pays the Corporate Income Tax? 

The incidence or final resting place of the burden 
of taxation is of more than academic interest. The 
cost of government cannot be allocated among tax- 
payers according to accepted principles of fairness 
and with due regard for economic effects until the 
incidence of each type of tax is known. Beliefs con- 
cerning incidence influence selection of the par- 
ticular types of taxes to be used as well as the de- 
gree of dependence on each one. The Federal cor- 
porate net income tax will yield approximately 22 
billion dollars in the fiscal year 1958; it is the sec- 
ond largest source of tax revenue in the United 
States. Yet there is little agreement on its incidence. 
The main point of disagreement is whether or not 
the tax is a cost. It is a widely-held opinion among 
successful businessmen that the corporate income 
tax is just another cost which must be paid by the 
consumer in the long run. Economists, on the other 
hand, have concluded that a general tax on profit 
cannot be shifted; its burden rests on stockholders 
in the form of reduced dividends and lower stock 
values. 

These different conclusions on the incidence of 
the corporate income tax result mainly from widely 
differing views and assumptions concerning the 
nature of the business world. The typical theoretical 
analysis of incidence assumes that corporate profits 
contain large amounts of surplus, that price and out- 
put are determined by given levels of cost and de- 
mand which are unaffected by the corporate income 
tax, and that there are virtually no possibilities of 
migration to untaxed uses of investment funds even 
if cost were affected by the tax. With these assump- 
tions, it would be difficult to reach any conclusion 
other than that of non-shifting. To the business- 
man, however, cost includes all expenditures which 
must be made if the firm is to stay in business. 
Typically, staying in business requires that the firm 
at least maintain its share of a changing and ex- 
panding market. In addition to physical expansion, 
maintaining a market share requires expenditures 
on research to develop new and improved products 
and techniques of production as well as on advertis- 
ing and sales promotion to open new markets. Cor- 
porate profits after taxes and dividends are the pre- 
ferred source of funds to finance necessary growth. 


*Dr. Soule is Assistant Professor of Economics at the University of 
Illinois. 





In many cases profits are the only source of growth 
funds. The corporate income tax, because it re- 
duces or eliminates profits which otherwise could 
be used to finance necessary business expansion, is 
generally regarded by businessmen as a cost of stay- 
ing in business. 


Does a Profitable Business Shift the Tax? 


All costs must be covered in the long run if cor- 
porations are to stay in business and earn adequate 
rates of return on investment. In a recent empirical 
study, no downward trend was found in the after- 
tax rate of return on net worth for all profitable 
manufacturing corporations in the United States 
during the twenty-five years, 1927 to 1952.' Al- 
though tax rates increased significantly over that 
quarter century, the average rate of return after 
tax generally was preserved. Of course we do not 
know what the rate of return would have been in 
the absence of the tax, and inflation has affected 
the valuation of net worth. But the possibility of 
shifting is strongly suggested by the failure of af- 
ter-tax earnings to decline. It appears that increased 
tax rates have not prevented many corporations 
from earning an apparently adequate rate of profit 
(after tax) over a long period of years. Thus it 
would seem reasonable for successful businessmen 
to believe they have avoided bearing the full burden 
of the tax. It also would seem reasonable for many 
unsuccessful businessmen to believe that the cor- 
porate income tax was a major cause of their lack 
of success because it reduced or eliminated profits 
which could have been used to pay dividends and 
finance necessary growth. 

The remainder of this paper will describe the ef- 
fects of the corporate income tax on corporate 
growth and ability to compete. It will be shown 
that the corporate income tax retards the growth 
of some, but not all, corporations and thereby allows 
some corporations to expand their market shares 
while others suffer reduced market shares. This 
allows part of the burden of the corporate income 
tax to be shifted from successful to unsuccessful 
corporations in the competitive struggle over shares 
of an expanding market. In addition, it will be shown 
that the corporate income tax causes an increase in 
total spending which allows another part of the 
burden to be shifted to consumers in the form of 
higher prices. 

1. Eugene M. Lerner and Eldon S. Hendriksen, “Federal Taxes on 


Corporate Income and the Rate of Return on Investment in Manufactur- 
ing, 1927 to 1952,’ National Tax Journal, September, 1956, pp. 193-202. 
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A Tax on Growth Funds 

The corporate income tax bears to a large degree 
on funds which otherwise would be used for cor- 
porate growth. This results from the common prac- 
tice of using for corporate expansion that part of 
after-tax earnings not needed for dividends. Neces- 
sary dividends vary much less than earnings. In 
fact, dividends tend to be a fairly stable percentage 
of net worth, and most of the variation in total 
earnings appears as variation in retained earnings.” 

Effects on Large Corporations 

In the typical large corporation characterized by 
separation of ownership and control, stockholders 
are treated more like a special class of creditors who 
need to be paid only a fair return on their invest- 
ment than like owners who are entitled to all of 
the earnings. Earnings in excess of necessary divi- 
dends are regarded as a return to the corporation as 
such, i.e., as an institution separate from the stock- 
holders. For larger corporations, retained earnings 
are the preferred source of growth funds. Because 
of this practice of paying fairly stable dividends 
and using the remainder of after-tax earnings for 
growth, the corporate income tax appears to be a 
direct tax on growth funds. Of course it would be 
difficult to prove definitely that most of the tax 
comes out of retained earnings, but statistics on 
dividends and retained earnings as well as the 
opinions of businessmen strongly indicate that the 
corporate income tax is paid mainly out of earnings 
which otherwise would be retained in the corpora- 
tion and used for growth. 

Effects on Small Corporations 

In small and medium-sized corporations, where 
ownership and control are more likely to be related, 
the practice of growing out of retained earnings is 
more pronounced because of the great difficulty in 
finding other sources of growth funds. Retained 
earnings are practically the only source of growth 
funds for smaller corporations and those without 
established credit ratings and earnings records.” 

Growth not Necessarily Impeded 

The corporate income tax need not prevent neces- 
sary growth for corporations with good earnings 
records and credit ratings and the ability to sell 
stocks and bonds to the general public or borrow 
from the banks. But it has a crippling effect on 
those corporations which must rely mainly on re- 
tained earnings for expansion. This reduction in re- 
tained earnings, together with the differences in 
ability to obtain growth funds from outside the cor- 
poration, allows some corporations to maintain satis- 
factory rates of return after tax while other cor- 
porations suffer lower rates of return. That is, some 
corporations bear less than their share while other 





2. Sergei P. Dobrovolsky, Corporate Income Retention, 1915-43 (New 
York: National Bureau of Economic Research, 1951), pp. 2-8; 37-38; 68. 

3. J. Keith Butters and John Lintner, Effects of Federal Taxes on 
Growing Enterprises (Boston: Harvard University, Graduate School of 
Business Administration, 1945), pp. 67-69; John Lintner and J. Keith But- 
ters, “Effects of Taxes on Concentration,” in Business Concentration 
and Price Policy (National Bureau of Economic Research, Princeton Uni- 
versity Press, 1955), p. 255. 
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corporations bear more than their share of the 
burden of the corporation income tax. This may be 
considered to be a form of tax shifting. A demon- 
stration of how such shifting could occur requires 
an examination of the concept of profitability and a 
description of competition involving economic 
growth. 
Retained Earnings, Growth, and Competition 

Growth and Profitability 

Profitability, as defined by Drucker, is more in- 
clusive than profit in the usual sense; a corporation 
may earn a profit but not be profitable.‘ Profit re- 
fers merely to the cost of doing business, i.e., a re- 
turn over the cost of all resources used up in the 
productive process. These costs normally would in- 
clude a sufficient amount of dividends to pay stock- 
holders the opportunity cost of their investment. 
Profitability, on the other hand, refers to the cost 
of staying in business. Staying in business typical- 
ly means maintaining the corporation’s share of the 
market. Markets usually are expanding; therefore, 
maintaining a market share requires growth in the 
corporation’s absolute size. Consequently, the cost of 
staying in business includes an amount of funds suf- 
ficient to finance the growth needed to maintain 
the corporation’s share of an expanding market. 
There are several possible sources of funds for such 
expansion, but retained earnings are the preferred 
source and, in many cases, the only source. 

Profits and Growth 

Expansion out of business profits is, and prob- 
ably always has been, a widespread business prac- 
tice. But retention of corporate net income has not 
been highly regarded outside the business world. 
On the contrary, retained earnings have more of- 
ten been regarded as evidence either of excessive 
earnings resulting from monopoly, inadequate divi- 
dend payments allowed by minority or management 
control, or intent to avoid the personal income tax. 
In the writings of Schumpeter and Galbraith,5 
however, growth out of business profits is described 
not only as the typical business practice but also as 
the chief method of competition. Competition is de- 
scribed as a long-run process involving the develop- 
ment and introduction of new and improved products 
and cost-reducing methods of production. Business 
profits are both the reward or incentive for innova- 
tion and the source of funds out of which these 
changes are financed. This description of competi- 
tion is an attempt to demonstrate how, in the typical 
market situation of only a few large sellers, com- 
petition takes place even in the absence of day-to- 
day rivalry on price. Its importance for the study 
of tax incidence is that it shows the crucial role 
played by retained profits and the crippling effect 
of the corporate income tax on corporations without 


4. Peter F. Drucker, “The Function of Profits,” 
1949, pp. 110-20 

5. J. A. Schumpeter, Capitalism, Socialism, and Democracy, 3rd ed. 
(New York: Harper and Brothers, 1950), pp. 82-90; 103-106; J. K. Gal- 
braith, American Capitalism (Boston: Houghton Mifflin Co., 1952), pp. 
89-89. 
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access to outside funds. 

Competition Demands Innovation 

Price competition is a long-run process involving 
economic change and growth, and the competitive 
process is essentially the same whether an industry 
consists of a large number of small firms (pure 
competition) or a small number of large firms 
(oligopoly). It must be admitted that the types of 
price rivalry resulting from day-to-day fluctuations 
in demand, miscalculations in production, ete., are 
more likely to occur in pure competition than in 
oligopoly. But the really important changes in price 
are those which occur over a period of time and 
which result from the introduction of new and im- 
proved products and cost-reducing methods of pro- 
duction. In the typical market situation of only a 
few large sellers, price cutting on existing products 
sold in existing markets and without reductions in 
cost merely leads to a price war in which all firms 
suffer losses. The typical and more successful way 
for a firm to increase its earnings and get ahead of 
its competitors is either to reduce costs and there- 
by earn larger profits at existing prices or to in- 
crease its sales by introducing new and improved 
products at such low prices and great customer ap- 
peal that its competitors’ products are driven clear 
out of the market. This type of competition, in the 
words of Schumpeter, “... strikes not at the mar- 
gins of the profits and the outputs of existing firms 
but at their foundations and their very lives.’ Price 
cutting can be matched immediately by all existing 
firms, but innovation can be matched only if and 
when competitors can copy or improve the innova- 
tion. In the meantime, however, extra profits earned 
by the original innovator can be used to develop and 
introduce further improvement; and thereby main- 
tain or even increase its lead over its competitors. 
Thus one firm’s share of the market may be in- 
creased at the expense of reduced shares for other 
firms. The extra profits resulting from innovations 
are both an incentive and a source of funds to en- 
conrage and to allow the firm to develop and in- 
troduce additional improvements so as further to 
increase its earnings and enlarge its market share. 
Not only is the successful firm profitable, but the 
profitable firm has a better chance of being suc- 
cessful in the future by incre1sing its market share. 

Expansion Funds Cut 

The above analysis indicates that most firms 
must grow over a period of vears if they are to 
remain successful in an expanding market. The cor- 
porate income tax reduces retained earnings, and 
some corporations are unable to obtain growth funds 
from other sources. This prevents them from main- 
taining their market shares and allows other cor- 
porations to increase market shares. Changes in 
market shares are the equivalent of and have the 
same effects as changes in the demand for the 
firm’s product. The firm which expands its market 


6. Schumpeter, op. cit., pp. 84-35. 
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share experiences an increase in demand which may 
enable it to raise its before-tax earnings by such a 
large amount that its after-tax rate of return on net 
worth is maintained. Other firms which suffer de- 
creases in market shares experience reductions in 
demand and are unable to maintain their rates of 
return. These initial changes in market shares tend 
to cause further changes because high earnings pro- 
vide funds to finance additional innovations which 
may bring further changes in market shares. The 
resulting long-run changes in rates of return have 
the effect of reallocating the tax burden among 
corporations. 

Burden on Weaker Firms 

It is partly because of these changes in market 
shares that one businessman may believe he is shift- 
ing the tax while at the same time another business- 
man may believe that the corporate income tax is a 
direct tax on growth funds and is a major cause of 
his inability to earn an adequate profit and to main- 
tain his share of an expanding market. Of course 
the tax is not the only factor preventing some cor- 
porations from maintaining market shares, and ade- 
quacy of growth funds does not guarantee success in 
the competitive struggle. But the ability to acquire 
funds is of great importance, and the corporate in- 
come tax bears heavily on the major source of 
growth funds. Therefore, part of the burden of the 
corporate income tax is shifted from successful 
corporations in the competitive struggle for shares 
of an expanding market. 

Tax Shifting Through Higher Prices 

Burden on Consumer 

There is reason to believe that another part of 
the burden of the corporate income tax is paid out 
of increased sales revenue resulting from higher 
prices charged to consumers. The same amount of 
total production could be sold at higher prices if to- 
tal spending in the economy were to increase. The 
level of total spending is determined by its three 
component parts—spending by consumers, investors, 
and government; if an increase in one of these parts 
is not offset by an equal reduction in the others, 
total spending will rise. The corporate income tax 
causes an increase in total spending because busi- 
nessmen do not reduce investment expenditures by 
the full amount of the tax. The corporate income 
tax reduces a major source of investment funds 
but does not at the same time reduce the desire to 
invest by an equal amount. In fact, the desire to in- 
vest might be maintained or even increased. The 
basic causal factor is the increase in the sum of 
spending by consumers and spending by government 
which occurs when the corporate income tax is 
levied. 

For example, consumption would increase if a 
higher corporate income tax were offset by an equal 
reduction in other taxes because most other taxes 
are depressive on consumption. The corporate in- 
come tax bears mainly on retained earnings which 
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otherwise would be used for investment. It has lit- 
tle direct effect on spending by consumers. This 
means that with no change in government spend- 
ing, consumption spending would increase. Unless 
investment spending were reduced to offset the 
higher spending by consumers, the sum of the com- 
ponent parts of total spending would be larger, and 
total spending in the economy would rise. But busi- 
nessmen could hardly be expected to desire to re- 
duce investment when the sum of consumption spend- 
ing and government spending have increased. Ad- 
mittedly, the corporate income tax reduces the rate 
of return on investment below what it otherwise 
would be; the tax is paid in the first instance out 
of corporate profits. But if sales to consumers and 
government increase, as shown above, the reduc- 
tion in corporate profits after tax would be less than 
the amount of the tax yield. That is, part of the 
tax is paid out of increased sales revenue resulting 
from higher level of spending by consumers and 
government; by reducing other taxes and increas- 
ing the corporate income tax, the sum of spending 
by consumers and government is increased. 

Effect on Total Spending 

A similar increase in total spending would occur 
if both the corporate income tax and government 
spending were increased by an equal amount while 
other taxes were left unchanged. Most of the in- 
crease in corporate taxes would come out of funds 
which otherwise would be invested; therefore, con- 
sumption would remain constant or would decline 
by only a fraction of the tax increase. The sum of 
consumption spending and government spending 
would therefore be increased, and again business- 
men could hardly be expected to reduce investment 
by the full amount of the tax. Thus a higher level 
of total spending would be generated by an in- 
crease in the corporate income tax, and the results 
would be essentially the same whether government 
spending were raised or other taxes were reduced 
by the amount of increase in the corporate tax. 

It would seem very probable that the corporate 
income tax exerts pressure for an increase in total 
spending which allows forward shifting to con- 
sumers in higher prices. This is not to deny that gov- 
ernment spending could become a larger percentage 
of real national output, that some corporations would 
be unable to replace retained earnings with ex- 
ternal funds, nor that there are numerous other 
forces causing changes in the price level. All that is 
contended is that resistance by businessmen to a 
reduction in their usual source of growth funds 
would cause an increase in total spending which 
would allow forward shifting of the corporate in- 
come tax. Forward shifting through an increase in 
total spending may not occur immediately but may 
require several years, and it is doubtful whether 
shifting would occur during a period of depression 
when all or most corporations suffer reduced earn- 
ings or losses. But total spending does increase over 


a longer period of time, and successful corporations 
have generally maintained their after-tax rates of 
return on net worth even though tax rates have 
increased. It is to this longer period of time that the 
above analysis refers. 

Effect On Money Supply 

It has been assumed in this analysis of changes 
in total spending that an increase in the desire to 
spend would cause an increase in total spending. A 
higher level of total spending requires an increase 
in either the quantity of money or the velocity of 
its circulation or both. Would the quantity of money 
increase if the desire to spend increased? Professor 
Hansen, a leading exponent of the income-expendi- 
ture type of monetary theory, has answered this 
question as follows: “. .. it is the desire to spend, 
whether for investment or consumption, that causes 
the money supply to grow.’ In addition, it is gen- 
erally believed that our monetary system is suf- 
ficiently loose to allow the quantity of money to 
increase when the desire or necessity for increased 
spending is strong. Most bankers are usually willing 
to make loans for legitimate business needs, and a 
temporary shortage of business funds resulting 
from increased taxes probably would qualify as a 
legitimate need. Increased prices cause business 
values to rise and thereby justify larger bank loans. 
Fear of initiating a recession seems to be an effec- 
tive limit on the Federal] Reserve’s ability or desire 
to prevent an expansion of bank credit when the 
desire to spend is high. For these reasons, it seems 
convincing when some (but by no means all) busi- 
nessmen claim they can always get the funds for 
new investment if there is a good purpose and a 
good chance of getting their money back. It there- 
fore seems quite likely that additional funds would 
become available so that aggregate investment 
spending could be maintained or even increased if 
the corporate income tax caused an increase in the 
sum of aggregate consumption spending and gov- 
ernment spending. The resulting increase in total 
spending would allow part of the burden of the 
corporate income tax to be shifted forward in high- 
er prices. This forward shifting to consumers would 
be in addition to the redistribution of tax burdens 
between corporations caused by differences in abili- 
ty to acquire funds for investment when retained 
earnings have been reduced by the corporate income 
tax. 
Cenclusions 

The cost to society of net new investment is es- 
sentially the same whatever the source of funds 
used to finance the investment. If output is to in- 
crease over the years, part of total income must be 
saved and channeled into investment. The typical 
source of funds for net new investment is business 
retained earnings supplemented by individual sav- 
ings and bank credit. If the corporate income tax 


(Continued on page 15) 
7. Alvin H. Hansen, Monetary Theory and Fiscal Policy (New York: 
McGraw-Hill Book Co., 1949), p. 85. 
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THE SOUTHEASTERN CORNER 


by 


Warren A. Walker* 


THE BIRMINGHAM TRADE AREA 


Birmingham has been called the “Youngest of 
the World’s Great Cities,” and with some consid- 
erable justification. Certainly this is true when 
thinking in terms of the world’s great industrial 
cities. Such cities as Pittsburgh and Detroit were 
frontier forts in colonial times. The large cities of 
the west coast of the United States were Spanish 
missions in prerevolutionary times. 

Birmingham, on the other hand, was mostly for- 
ests with a few scattered farms less than a century 
ago. Indeed, there is no record of any white men at 
all in Jones Valley (as it was then called) prior to 
about 1813. Four years later, in 1817, it was still 
a part of the wild frontier and as such was visited 
by the hero of song and legend, David Crockett. 

Cities are in some ways rather like people—they 
attain their greatest achievements when they utilize 
their natural aptitudes to the best advantage. Such 
advantageous utilization is both the story and the 
substance of Birmingham. The valley in which Birm- 
ingham is located is the only place in the world 
where coal, iron ore, and limestone are all found in 
abundance and together. These three substances are 
the essentials of making steel. All other additive 
substances used in the manufacture of certain types 
of steel are merely for the purpose of giving it some 
specialized characteristic. 

While concentration on steel and the products 
of steel has contributed greatly to Birmingham’s 
growth and wealth, it has always made that city’s 
trade area a little difficult to define. Steel was orig- 
inally one of the principal products for which trans- 
portation costs were handled on a base point sys- 
tem. This controversial system later led to the 
multiple-basing point system, which was in its turn 
brought into legal question. All these factors which 
are unrelated to actual production tend to give cer- 
tain competitive advantages or disadvantages to 
certain producing centers. The trade areas of these 
producing centers tend to expand or contract ac- 
cordingly. 

Fortunately Birmingham has achieved a suffici- 
ent diversification of products so as not to be un- 
reasonably affected by changing concepts of trans- 
portation pricing policies. There are more than 3,200 
different products labeled “Made in Birmingham,” 


*Mr. Walker is a graduate in Economics from Georgia State College 
of Business Administration, in Science from the U. S. Merchant Marine 
Academy, and in Law from Woodrow Wilson College of Law. He has done 
field and staff work for manufacturers, wholesalers, retailers, banks, 
and savings and loan associations throughout the Southeast. He is cur- 
rently a director of the Atlanta Foreign Trade Association. 


many of them almost totally unrelated to the steel 
industry. These items range from weed-killing chem- 
icals to corrugated boxes. 

During the period 1950-1955 more than $190,- 
000,000 in capital investment was expended in the 
establishment of 112 new and diversified operations 
in the Birmingham area. During this same period 
more than $344,000,000 was spent on capital im- 
provements to existing industries. 

Another factor that complicates any exact defini- 
tion of the Birmingham trade area is the fact that 
in some ways Birmingham is a sort of population 
and transportation “center of gravity” for the 
Southeast. Birmingham is about 10 per cent near- 
er to more large southern cities (i.e., more than 
50,000 population) than is any other southern point. 
This feature gives it an enormous advantage as far 
as heavy manufacturing is concerned, because the 
median of transportation costs to other large popu- 
lation centers is low. On the other hand, this aver- 
age nearness to other large population centers means 
that the trade area on the retail level, even for 
specialized services, is rarely more than a hundred 
miles. 

This rather unusual trade area characteristic is 
borne out by the transportation facilities of the city, 
both historically and currently. Historically Birm- 
ingham owed both its origin and its growth to the 
fact that it was the point at which two railroads 
crossed. There are now nine major railroads serving 
the city. This rail concentration was a fortunate 
thing for a city whose first industry was to be a 
heavy basic industry such as steel. By contrast, as 
the city grew, diversified, and became a major re- 
tail center, 57 freight truck lines came to serve the 
area. 

This characteristic of short haul retail distribu- 
tion was covered in some detail in last month’s 
article about Tampa.’ This of course is not to say 
that there is not a considerable degree of overlap be- 
tween rail and truck services; it merely means that 
there are certain areas of activity that are relative- 
ly noncompetitive. 

Many people do not realize it, but there is more 
to a town’s becoming a great industrial city than 
natural resources, or plant sites, or capital invest- 
ments. Additional requirements are created by the 


1. “The Tampa Trade Area,’ The Atlanta Economic Review, Feb- 
ruary 1958. 
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1930 1940 1945 1955 1956 

COMMERCE 

Motor vehicles (cars only) 39,159 76,181 71,194 163,214 172,437 

Post office receipts 1,585,299 1,817,872 2,849,826 6,247,864 6,550,277 
CONSTRUCTION 

Permits (60% of value) 3,180,697 7,628,810 5,892,461 39,771,611 38,893,410 
EMPLOYMENT 

Total for district 160,000 139,123 194,000 240,450 247,400 
PRODUCTION 

Steel in tons 1,202,386 2,614,231 3,076,641 4,935,000 5,001,020 
UTILITIES 

Electric meters 63,022 78,045 89,835 173,356 178,147 

Gas meters 39,793 48,862 59,667 107,386 114,739 


Source: Data obtained from the Birmingham Economic Report, published by Molton, Allen & Williams, Birmingham, Alabama. 


type of people a great industrial complex tends to 
attract. It tends to attract people who not only have 
specialized educations in engineering or the social 
sciences, but broad cultural tastes as well. In other 
words, these people are looking for more than just 
a place to pursue their chosen field. They are look- 
ing for a metropolitan area in which to rear their 
families in an atmosphere of art and music, the 
legitimate theater and the ballet, good medical care, 
and adequately supported libraries. They want uni- 
versity centers in which to expand their own educa- 
tion and for the use of their children. They want 
research centers, both as a business asset and as an 
additional outlet for their broad interests. 

These important, but often neglected, cultural 
aspects have not been neglected in Birmingham. The 
medical center is one of the largest in the South and 
includes an extension center of the University of 
Alabama Medical and Dental Colleges. The South- 
ern Research Institute is divided into four major 
divisions—biochemistry, physics, engineering, and 
chemistry. 

In the purely cultural activities rapid strides 
have been made. There are several well-selected art 


collections. The city already has its own civic sym- 
phony. The city is included in the Metropolitan 
Opera spring tour. The Birmingham Music Club pro- 
vides a variety of concerts and ballets by subscrip- 
tion. Local theater groups are active, together with 
various college organizations. 

The accompanying tabulation is largely self-ex- 
planatory. The writer had hoped to prepare a tab- 
ulation which would list every year over a five or 
six year period. Unfortunately limitations of time 
did not permit this project to be completed. Only 
two comments are necessary in connection with 
these figures. The metropolitan area to which these 
figures refer means all of Jefferson County, Ala- 
bama. Secondly, these figures cover a very long 
period of time (more than a quarter of a century), 
and there have been substantial changes in the na- 
tional economy as a whole in that period. Such fac- 
tors as the general increase in population and the 
inflation of currency should be kept in mind while 
examining such a tabulation. 

The subject Atomic Energy in the Southeast will 
be covered in next month’s “Southeastern Corner.” 
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had not been shifted over the last fifty years, the 
reduction in corporate earnings after tax would have 
required lower dividends, decreased use of retained 
earnings as a source of growth funds, or smaller 
amounts of new investment. It is doubtful that any 
of these has occurred. Consequently, it seems reason- 
able to conclude that over the years a large part of 
the corporate income tax has been shifted. Part of 
the burden has been on consumers in the form of 
higher prices, and another part of the burden has 
been on owners and creditors of unsuccessful busi- 
nesses in the form of business losses. 

A large part of corporate net income is cost rath- 
er than profit, and all business costs must be cov- 
ered in the long run if society'is to have the de- 
sired amounts of investment and increases in real 


output. The failure to allow deduction of all costs 
in computing corporate net income for tax pur- 
poses has probably had a socially undesirable effect 
on the many businesses which could not survive the 
consequent reduction in their chief source of growth 
funds. The public’s failure to recognize that much 
of the corporate income tax is merely a sales tax in 
disguise undoubtedly has influenced its attitude to- 
ward government expenditures. A realistic approach 
to the taxation of corporate income would best 
make a clear distinction between cost and profit so 
as to avoid the undesirable effects on small and new 
businesses which result from the process of shift- 
ing a tax which prevents some firms from covering 
all business costs. 

[End] 
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seasonal adjustment, almost to the trough reached 
in the 1953-54 recession. 

The similarity between the current recessionary 
trend and the 1953-54 recession has been pointed out 
by many writers, most of whom base their com- 
parison on the existence in both periods of certain 
conditions conducive to a slump. It is undoubtedly 
true that these conditions are present now as they 
were in 1953-54, but an examination of the charts 
of data generated by the Atlanta economy leads 
to the inescapable conclusion that we are in a re- 
cession which is fairly far along in its effects. Man- 
ufacturing employment, as is noted above, began to 
fall in 1956. In another paragraph in this article, 
attention was called to the fact that the seasonally 
adjusted index of the number of help wanted ads ap- 
pearing in Atlanta newspapers also has been in a de- 
clining phase since late in 1956. In the 1953-54 reces- 
sion, manufacturing employment dropped 6.5 per 
cent from May 1953 to July 1954; in the current re- 
cession it has dropped 9.6 per cent since November 
1956. The number of help wanted ads dropped 42.5 
per cent from May 1943 to July 1954; in the cur- 
rent recession it has dropped 37.0 per cent since 
November 1956. 

Although it can not be discounted or even réle- 
gated to a position of secondary importance, the un- 
employment situation in Atlanta does not at this 
time so darken the picture of the Atlanta economy 
that it should cause alarm. January bank debits were 
off less than seasonally from December and up 9 
per cent from January 1957. Department store sales, 
after seasonal adjustment, were 145 per cent of the 
1947-49 average in spite of some rather bad weather. 
February’s even worse weather undoubtedly brought 
the index down considerably, since few were brave 
enough to venture forth on shopping tours in sub- 
freezing weather, but the advent of spring-like 
weather in March brought renewed department 
store sales activity. 

But perhaps the brightest spot in the whole 
picture is the outlook for construction in the city. 
Judged in terms of the number of permits issued, 
construction activity in Atlanta has been slow since 
1956. Not since August of that year has the number 
of permits for any month equalled the 1954-56 aver- 
age of 834. The movement of the series, while er- 
ratic, has been unmistakably downward. Value of 


permits issued has not trended so sharply downward, 
as heavy building has taken up some of the slack 
left by the drop off in the number of permits for 
light construction, particularly private home con- 
struction. The builder of homes and the realtor 
whose primary listings consist of private homes for 
sale have experienced their own almost private re- 
cession for some time now, and it is not hard to 
imagine their renewed hopefulness as they read of 
government action to ease credit restrictions on 
home purchasers and the general easing of the 
money market. 

Ewan Clague, Commissioner of the Bureau of La- 
bor Statistics, U. S. Department of Labor, in a 
speech delivered January 21, 1958, before the An- 
nual Convention of the National Association of 
Home Builders, called attention to the fact that, al- 
though he clearly recognized the fact that home- 
building could be caught in the undertow of the 
present economic downturn, it is likely “that the 
1958 experience will in many respects resemble the 
experience of 1949 and 1954. In the latter periods, 
while employment and production sagged, private 
homebuilding rose substantially, and contributed 
enormously to a swift economic recovery.” 

Mr. Clague went on to point out that conditions 
existing today are in many respects similar to those 
existing in 1949 and 1954. There is a backlog of 
housing need and demand, financial conditions are 
now favorable, and government’s actions to reverse 
the downtrend have bolstered consumer confidence. 

On the Atlanta scene, there is evidence that ac- 
tivity in construction has already begun to turn up- 
ward. In both January and February the value of 
all permits and the number of permits issued for 
one-family dwelling units rose substantially above 
recent levels. The 200 permits for one-family dwell- 
ing units issued in January was the highest number 
for that month since 1954, the only other January 
on record with so high a number; and the 262 such 
permits issued in February is the record for that 
month. It is true that the total number of permits 
issued is still at a low level in comparison with the 
period 1952-55, and it is also true that the houses 
for which the majority of the permits in these two 
months were issued are “redevelopment” houses; 
nevertheless, the contribution to an easing of the 
pinch in construction is unmistakable. 














